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KARACHI STOCK EXCHANGE LIMITED
Stock Exchange Building, Stock Exchange Road, Karachi-74000
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October 10, 2013 _

The above mentioned subject matter was discussed in the Demutualization Cnmmlttee rmeeting held
on 10" September 2013 where it was accordingly decided to sought legal opinion on tax implication
fram our Tax Consultants'M/s Ernst & Young Ford Rhodes Sidat Hyder Chartered Accountants which
iz repreduced below: conow g s B & .

\nmed-A.Mitha

Chief Financial Officer .
F_ll;nrq_;'h T . .- . Hassaan. Naeem@nk .ev.com I'malltn Hassaan. Naeem@pk ey.com]
Sent: Tuesday, October 1, 2013 6:52 PM -
To: . Ahmed Ali Mitha
Cc: Beena Raza; Haider. A. Patel@bk ey. com; Nadeam Nagvi; Muhammad Umair Ilyas' Nadeem Naqvi;
Adnan.Ghaffar@pk.ey.com -
Subject; - Re: Tax Implmatinn on Conversion of Membership Card to Shares and TREC of Cnrpnratised-
Stock Exchange
Dear Mitha Shb
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We have reviewed the contents of your email below ard set-out flrst our understanding rJf the IEEUE before we dEthratE
on th& requirad opinicn,
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« Upon demutualization of KSE, the existing members who held trading rights and membership cards were allotted
N shares of KSE and Tradmg nght Entltlement Certificates (TREC) ta Enable them cnntlnue shares trading at KSE
] D ’
. . The value of shares alnng with TREC remained the same i.e. where the mermbership card together with trading
rights was acqmred by the member, say, for Rs.5 rn-ilir:m his shares and THEG in the demutuahsed entity stood at
-+ Reb: rnlllu:m : : T : -
" |
~ = |n view of tha above, no gain or loss arose to the member upon conversion of membership card and trading
rights;to KSE sharas togather with TREC
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.. s-=-Tha Taechnical Release xssued by ICAP.(Accounting. for Exchange of Membership card w:th Shares and Tra:hng
Right Entitlement Certificate on Demutualizatlnn of the Stnnk Exchanges) states:

EFE =T 1™ . W

"Nature and value of the asset given up (membershnp card) is similar to the nature and value of tha assat acquired
(Shares and TREC). Therefore, exchange of assets will not result in any gain or loss. Further, it can be argued that de-

renugnltlnn of the membership nard haa not ccourred because the rlghta of the cardhelder were not lost at any paint
durmg the exchange™ - ) ) L L eremepim T e e R AT
- L : . i
» Inthis connection, paragraph 45 of IA$ 38, inter-alia. states that where the fair value Df neither the asset recsived
' nor the asset given up can be reflably measurad, the cost of the azset received: should be measured at the
carrying amount of the asset given-up, .and no gain or loss shall arise
+ KBSE is therefore of the view that there will not be any gain or loss recorded in the mcmunts of TREC holders on
conversion of their membership éard at the time of aequisition of shares and TREC of KSE, after its
demutualization
s |t fqilnws that tha valua nf shai'as ﬁnd TREC wlll he cflf'Ferent for avery TREC holder based on hig membership
" card's value stiown in his ‘accounts before demutualization
* |t has hean apprehendad that the above mantioned approach may attract sub sentlun (3) uf section 111 of the
. _.IQ,WB'!E Tag Drdmance, 2001 ("Drdi‘nanc:e") whlc.h reads as under -
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“Where the declared cost of any investment or valuable article or the declared amotnt of expenditure of a person is [ess
than reasohabla cost of the investmant or the valuable articls, or the reasonable amnunt of the ExpendlturE the
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